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NATIONAL  FLOOD  INSURANCE 
PROGRAM 

Insurance  Purchase  Requirement 

Pursuant  to  the  Flood  Disaster  Protec¬ 
tion  Act  of  1973  (Pub.  L.  93-234).  and 
42  t7.S.C.  Sections  4001-4128,  and  the 
Secretary’s  Delegation  of  Authwity  to 
the  Federal  Insurance  Administrator 
dated  F^ruary  27,  1969  (34  PR  2680) , 
as  .amended  January  24,  1974  (39  FR 
278*7),  the  Federal  Insurance  Adminis¬ 
trator  is  considering  the  addition  of  a 
new  SulHJart  B  at  Part  1919,  as  set  forth 
below.  This  new  rule  is  necessitated  by 
a  recent  amendment  to  Section  202(b) 
of  the  Flood  Disaster  Protection  Act  of 
1973,  as  described  below. 

Section  14  of  the  Housing  Authoriza¬ 
tion  Act  of  1976,  Pub.  L.  94-375,  ap¬ 
proved  Ml  August  3,  1976,  amended  Sec¬ 
tion  202  (b)  of  the  Flood  Disaster  Pro¬ 
tection  Act  of  1973  (“the  1973  Act”)  to 
provide  as  follows: 

(b)  Each  Federal  instrumentality  re¬ 
sponsible  for  the  supervision,  approval, 
regulation,  or  insuring  of  banks,  savings 
and  loan  associations,  or  similar  institu¬ 
tions  shall  by  regulation  prohibit  such  in¬ 
stitutions  on  and  after  July  1,  1975,  from 
making,  increasing,  extending,  or  renew¬ 
ing  any  loan  secured  by  improved  real 
estate  or  a  mobile  home  located  or  to  be 
located  in  an  area  that  has  been  iden¬ 
tified  by  the  Secretary  as  an  area  hav¬ 
ing  special  flood  hazards,  unless  the  com¬ 
munity  in  which  such  area  is  situated 
is  then  participating  in  the  National 
-Flood  Insurance  Program,  except  that 
the  prohibition  contained  in  this  sen¬ 
tence  shall  not  apply  to  (1)  any  loan 
made  to  finance  the  acquisition  of  a  resi- 
denUal  dwelling  occupied  as  a  residence 
prior  to  March  1,  1976,  or  one  year  fol¬ 
lowing  identification  of  the  area  within 
which  such  dwelling  is  located  as  an  area 
containing  special  flood  hazards,  which¬ 
ever  is  later,  or  made  to  extend,  renew, 
or  increase  the  financing  or  refinancing 
in  connection  with  such  a  dwelling,  (2) 
any  loan,  which  does  not  exceed  an 
amount  prescribed  by  the  Secretary,  to 
finance  the  acquisition  of  a  building  or 
structure  completed  and  occupied  by  a 
small  business  concern,  as  defined  by  the 
Secretary,  prior  to  January  1,  1976,  (3) 
any  loan  or  loans,  which  in  the  aggre¬ 
gate  do  not  exceed  $5,000  to  finance  im¬ 
provements  to  or  rehabilitation  of  a 
building  or  structure  occupied  as  a  resi¬ 
dence  prior  to  January  1,  1976,  or  (4) 
any  loan  or  loans,  which  in  the  aggre¬ 
gate  do  not  exceed  an  amount  prescribed 
by  the  Secretary,  to  finance  nonresiden- 
tial  additions  or  improvements  to  be 
used  solely  for  agricultural  purposes  on 
a  farm.  (Amendment  italicized.) 

Thus.  Section  14(a)  of  Pub.  L.  94-375 
sets  forth  four  specific  exceptions  to  such 
prohibitions  against  the  extension  of 


PROPOSED  RULES 

federally-related  financial  assistance. 
The  exceptions  to  the  prohibitions  relate 
solely  to  “federally-related  financial  as¬ 
sistance”:  that  is  to  such  forms'of  finan¬ 
cial  assistance  as  conventional  mortgage 
loans,  or  similar  assistance,  from  feder¬ 
ally  insured,  regulated,  or  supervised 
lending  institutions,  including  commer¬ 
cial  banks,  savings  banks,  savings  and 
loan  associations  and  credit  imions. 
Therefore,  the  new  Section  202(b)  ex¬ 
ceptions  have  no  application  to  VA 
guaranteed  mortgage  loans  or  FHA  in¬ 
sured  loans  or  any  other  form  of  direct 
or  indirect  financial  assistance  from 
Federal  agencies.  “Federal,”  as  con¬ 
trasted  with  “Federally-related,”  finan¬ 
cial  assistance  continues  to  be  prohib¬ 
ited  without  exception  under  the  pro¬ 
visions  of  Section  202(a)  with  respect 
to  properties  located  in  special  flood  haz¬ 
ard  areas  of  communities  which  are  not 
participating  in  the  National  Flood  In¬ 
surance  Program  the  later  of  July  1, 
1975,  or  one  year  after  the  community's 
identification  as  being  fiood-prone.  In 
addition,  the  amen<toent  has  no  appli¬ 
cation  to  Section  102  of  the  1073  Act, 
i.e.,  the  flood  insurance  purchase  re¬ 
quirement  in  communities  participating 
in  the  Program. 

The  first  two  of  the  four  new  excep¬ 
tions  to  Section  202(b)  are  limited  to 
loans  for  the  acquisition  of  previously 
occupied  structures  as  residential  dwell¬ 
ings  or  small  business  concerns  and  not 
to  loans  for  new  construction.  A  provi¬ 
sion  for  the  financing  of  rehabilitation 
of  and  improvements  to  previously  occu¬ 
pied  residential  structures  is  contained 
in  the  third  exception  (Section  202(b) 
(3)),  while  the  fourth  exception  (Sec¬ 
tion  202(b)(4))  deals  with  the  financ¬ 
ing  of  improvements  and  additions  to 
nonresidential  agricultm-al  structure 
located  on  farms. 

It  .should  be  noted  that,  in  the  case 
of  the  third  exception  for  rehabilitations 
of  and  improvements  to  residential 
dwellings  (Section  202(b)(3))  the  loans 
cannot  be  used  to  m^ke  major  additiMis 
to  the  property.  The  Administrator  be¬ 
lieves  this  limitation  is  in  keeping  with 
the  legislative  intent  as  expressed  at  page 
26  of  the  Conference  Report  on  S.  3295 
where  it  is  stated.  “It  is  the  intention 
of  the  conferees  that  such  home  improve¬ 
ment  loans  permitted  by  this  provision 
could  not  be  used  for  major  additions  to 
the  property."  In  keeping  with  this  leg¬ 
islative  intent,  the  Administrator  further 
believes  it  appropriate  to  equate  the  term 
“major  additions”  with  “substantial  im¬ 
provement”  as  defined  in  Part  1909  of 
this  subchapter. 

It  is  only  wdth  the  first  exception,  for 
loans  used  to  finance  the  acquisition  of 
a  residential  dwelling  occupied  as  a  resi¬ 
dence,  where  not  only  may  a  new  loan 
be  made,  but  also  where  th^  original  loan 
may  be  refinanced,  extended,  renewed, 
or  increased  in  connection  with  such  s 
dwelling.  For  example,  in  the  case  of  a 
borrower  who  defaults  in  the  making 
of  monthly  payments  imder  the  obliga¬ 
tion,  where  the  lender  would  favorably 
forbear  foreclosure  in  favor  of  extend¬ 
ing  the  original  obligation  to  provide  for 


a  longer  term  and  dr  change  in  principal 
indebtedness  with  a  reduced  monthly 
payment  more  affordable  to  the  obligor, 
such  extension  would  be  excepted  from 
the  prohibitions  of  Section  202(b). 

For  the  other  three  situations  included 
in  the  amendment  to  the  1973  Act,  the 
exceptions  apply  only  to  the  making  of 
a  new  loan. 

The  amendment  permits  loans  with  re¬ 
spect  to  residential  dwellings  actually  in 
existence  and  occupied  as  a  residence 
prior  to  a  certain  date.  The  amendment 
does  not  permit  the  making  of  a  loan 
in  respect  to  existing  structures  that 
have  never  been  occupied  or  that  have 
been  occupied  other  than  for  residential 
purposes.  Therefore,  occupancy  as  an 
office  or  some  other  primarily  commer¬ 
cial  use.  even  with  incidental  residential 
use,  would  not  constitute  the  kind  of  resi¬ 
dential  dwelling  occupancy  contemplated 
by  the  amendment.  Similarly,  residential 
dwellings  occupied  by  the  builder  or  de¬ 
veloper  as  a  sales  ofiBce  or  for  display 
purposes  as  a  “model”  home  would  not 
qualify.  However,  a  residential  dwelling 
the  most  recent  occupancy  of  which  was 
for  residential  purposes  would  qualify 
even  if  it  were  temporarily  unoccupied 
at  the  time  of  the  making  of  the  loan. 

In  respect  to  the  amendment  appli¬ 
cable  to  the  making  of  a  loan  for  a  struc¬ 
ture  completed  and  occupied  by  a  small 
business  concern  as  of  a  certain  date, 
the  Administrator  shall  utilize  the  Small 
Business  Administration’s  definitions  of 
and  criteria  for  a  “small  business  con¬ 
cern.”  However,  in  response  to  the 
amendment’s  directive  to  limit  the 
amount  of  investment  in  the  identified 
sp)ecial  flood  hazard  areas  by  setting  the 
maximum  amount  of  the  loan  applicable 
to  the  financing  of  the  acquisition  of 
structures  completed  and  occupied  by  a 
small  business  concern,  the  Administra¬ 
tor  has  set  a  limit  not  to  exceed  $100,000. 

For  the  same  reasons  and  also  in  re¬ 
sponse  to  statutory  directive,  the  excep¬ 
tion  for  a  loan  for  the  improvement  or 
addition  to  a  nonresidential  structure 
solely  used  for  agricultural  purp>oses  mi 
a  farm  is  limited  to  a  loan  or  loans  which 
in  the  aggregate  do  not  exceed  $25,000. 

The  individual  Federal  instrumentali¬ 
ties  have  promulgated  their  own  separate 
regulations  imder  Sections  102(b)  and 
202(b)  of  the  Flood  Disaster  Protection 
Act  of  1973.  The  new  exceptions  to  Sec- 
tiMi  202(b),  as  described  below  within 
the  proix)sed  rule,  should  be  reflected  in 
revised  regulations  by  the  individual  Fed¬ 
eral  instrumentalities.  Federal  supervi¬ 
sory  instrumentalities  and  lending  in¬ 
stitutions  may  impx>se  more  stringent  re¬ 
quirements  for  their  own  protection  and 
the  protection  of  their  borrowers  if  they 
choose  to  do  so.  Lending  institutions 
should  refer  questions  to  their  supervi¬ 
sory  organizations  with  respect  to  their 
responsibilities  under  the  1973  Act  as 
amended. 

Lending  institutions  wishing  to  deter¬ 
mine  whether  the  prc^bltion  applies 
may  call  the  Federal  Insurance  Admin¬ 
istration  at  (202)  755-5581  or  its  toU  free 
numbers  at  (800)  424-8872  or  (800)  424- 
8873. 
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llie  following  Is  a  locatfur  list  of  the 
regulations  of  the  various  Instrumentali¬ 
ties  c<mcemlng  the  National  Rood  In¬ 
surance  Program  (42  U.S.C.  4001-4128) : 

(1)  Comptroller  of  the  Currency:  12  CFR 

22.2  end  **.3.  _ 

(2)  PMtatal  Reeerre  System:  12  CFR  208.8. 

(3)  Federal  Deposit  Insurance  Corpora¬ 
tion;  12  CFR  339.1  and  339.2. 

(4)  Federal  Home  Loan  BanX  System:  12 
CFR  62329. 

(6)  National  Credit  Union  Administration: 
12  CFR  780.0-2. 

When  published  for  final  effect  the 
new  Sul^art  B  at  Part  1919  shall  be  con¬ 
sidered  to  modify  the  guidelines  pub¬ 
lished  in  the  Federal  Registeb  by  the 
Federal  Insurance  Admlnistratlcm  (m 
July  17.  1974  (39  FR  26186-93)  and  to 
supersede  the  guidelines  published  on  No¬ 
vember  21.  1975  (40  FR  54277-79)  and 
January  16  1976  (41  FR  2426) .  The  Ad¬ 
ministrator  is  considering  publicaticm  In 
the  near  future  of  an  addiUonal  Issuance 
of  proposed  rulemaking  at  Part  1919.  to 
entirely  supersede  the  guidelines  pub¬ 
lished  tm  July  17.  1974,  in  order  to  pro¬ 
vide  a  comprehensive,  annually-recodi¬ 
fied  discussion  of  the  responsibilities  of 
both  F^ederal  agencies  and  Federal  in¬ 
strumentalities  under  the  1973  Act  as 
amended. 

interested  persons  are  invited  to  par¬ 
ticipate  in  the  making  of  the  proposed 
rule,  as  set  forth  below,  by  submitting 
such  written  comments  or  suggestlmis 
as  they  may  desire.  Commimlcations 
should  Identify  the  subject  matter  by 
the  above  title  and  area  affected  and 
should  be  submitted  to  the  Rules  Doc¬ 
ket  Clerk,  Office  of  the  Secretary.  De¬ 
partment  of  Housing  and  Urban  Devel¬ 
opment,  Room  10141,  451  Seventh  Street, 
S.W.,  Washington,  D.C.  20410.  All  com¬ 
munications  received  on  or  before  April 
25,  1977.  will  be  considered  by  the  Ad¬ 
ministrator  before  taking  action  on  the 
pn^Kisals.  The  proposals  contained  in 
this  notice  may  be  changed  in  light  of 
cmnments  received.  A  copy  of  each  sub¬ 
mission  will  be  available  for  public  in¬ 
spection  during  business  hours  at  the 
above  address. 

The  E)epartment  has  determined  that 
an  Environmental  Impact  Statement  is 
not  required  with  respect  to  this  rule.  A 
copy  of  the  Finding  of  Inapplicability  is 
available  for  Inspection  at  the  above  ad¬ 
dress. 

It  la  hereby  certified  that  the  econcxnlc 
and  inflatlfmary  Impacts  of  this  proposed 
rule  have  been  carefully  evaluated  in  ac¬ 
cordance  with  OMB  Circular  A-107  and 
that  these  amendments  do  not  have  an 
economic  impact.  A  copy  of  the  Finding 
of  Inapplicability  is  available  for  inspec¬ 
tion  at  the  above  address. 

Accordingly,  Subchapter  B  of  Chapter 
X  of  Title  24  of  the  Code  of  Federal 


Regulations  is  proposed  to  be  amended 
as  follows:  1.  A  new  Part  1919  is  es¬ 
tablished  as  follows: 

PART  1919— INSURANCE  PURCHASE 
REQUIREMENT 

Subpart  A — [Rasarwad] 

Subpart  B — Landing  Inatitutions 

Sec. 

1919.10  Purpose  ol  Subpart. 

1919.11  Special  DefliiitlonH. 

1919.13  IBewrved] 

1919.13  [Beaerredj 

1919.14  IReaervedj 

1919.15  Prohibition  on  lending  by  lederaUy- 

related  financial  Institutions. 

1919.16  Exceptions  to  prohibitions  on  lend¬ 

ing  by  federally-related  financial 
Institutions. 

Subpart  A — [Reserved] 

Subpart  B — Lending  Institutions 
§1919.10  Purpose  of  .Subpart. 

The  purpose  of  this  subpart  is  to  pro¬ 
vide  guidance  with  respect  to  the  re¬ 
sponsibilities  of  the  Federal  Instru- 
mmtallties  under  Sections  102(b)  and 
202(b)  of  the  Flood  Disaster  Protection 
Act  of  1973  as  amended. 

§1919.11  Special  definitioni*. 

The  definitions  set  forth  at  f  1909.1  of 
this  subchapter  are  iqipllcal^  to  this 
subpeut.  In  addition  to  those  definitions, 
the  following  special  definitions  are  ap¬ 
plicable  to  this  subpart: 

(a)  “Residential  dwdllng”  means  a 
structure  occupied  primarily  as  a  single 
family  home,  as  w^  as  multiple  dwell¬ 
ings,  condominium  structives,  coopera¬ 
tives  or  other  form  of  apartment  build¬ 
ings,  except  a  structure  customarily  used 
for  hotel  or  motel  occupancy. 

(b)  “Small  business  concern”  means  a 
small  busing  concern  as  defined  by  the 
Administrator  of  the  Small  Business  Ad¬ 
ministration  (SBA)  for  the  purpose  of 
receiving  an  SBA  loan,  at  13  CTFEl  Ses- 
tlon  121.3-10.  This  definition  {u>plie8  only 
for  the  purposes  of  Section  202(b)  of  the 
Act.  SBA  actions  pursuant  to  Section  102 
(a)  and  202(a)  are  subject  to  the  provi¬ 
sions  of  13  CFR  Part  116. 

§  1919.12  [Reserved] 

§  1919.13  [Reserved] 

§  1919.14  [Reserved] 

§  1919.15  Prohibition  on  lending  by  fed¬ 

erally-related  financial  institutioiis. 

Section  202(b)  of  the  Act  provides 
that  each  Federal  instrumentality  re¬ 
sponsible  for  the  supervlslcm.  approval, 
regulatltm,  or  Insuring  of  banks,  savings 
and  loan  associations,  or  similar  institu¬ 
tions  shall  by  regulation  prohibit  such 
institutions  on  and  after  July  1,  1975, 
from  making,  increasing,  extending,  or 
renewing,  any  loan  secured  by  improved 


real  estate  or  a  mobile  home  located  or 
to  be  located  in  an  area  that  has  been 
Identified  by  the  Secretary  as  having 
special  ficxxl  hazards,  unl^  the  emn- 
mimlty  in  which  such  area  is  situated  Is 
then  participating  in  the  Program. 

§  1919.16  Exceptions  to  prohibitions  on 
lending  by  fedenilly-ri'late<l  finMneisI 
institutions. 

(a)  An  exception  to  the  prohibitions 
against  mortgage  lending  cmitained  in 
Section  202(b)  of  the  Flood  IXsaster  Pro¬ 
tection  Act  of  1973  as  amended  shall 
apply  to  any  loan  made  to  finance  the 
acqiiislticm  of  a  residential  dwelling  oc¬ 
cupied  as  a  residence  prior  to  March  1. 
1976,  or  1  year  fc^owing  identification 
of  the  area  within  which  the  residential 
dwelling  is  located  as  an  area  cimtaln- 
Ing  special  flood  hazards,  whichever  is 
later,  or  made  to  extend,  renew,  or  in¬ 
crease  the  financing  or  refinancing  in 
connection  with  such  a  dwelling. 

(b)  An  exception  to  the  prohibitions 
against  mortgage  lending  contained  in 
Section  202(b)  of  the  Flood  Disaster  Pro¬ 
tection  Act  of  1973  as  amended  shall 
apply  to  any  loan  made  to  finance  the 
acqulslti<Hi  of  a  building  or  structure 
completed  and  occupied  by  a  small  busi¬ 
ness  concern  prior  to  January  1.  1976. 
The  amount  of  the  loan  applicable  to  the 
building  or  structure  shall  not  exceed 
$100,000. 

(c)  An  exception  to  the  prohibitions 
against  mortgage  lending  contained  in 
Section  202(b)  of  the  Flood  Disaster  Pro¬ 
tection  Act  of  1973  as  amended  shaU 
apply  to  any  loan  or  loans,  which  in  the 
aggregate  shall  not  exceed  $5,000  to  fi¬ 
nance  the  rehabilitation  of  or  improve¬ 
ment  to  a  building  or  structure  occupied 
as  a  residential  dwelling  firior  to  Janu¬ 
ary  1,  1976;  provided,  however,  this  ex- 
ceptkm  shall  not  apply  to  loans  made  to 
finance  “major  additions.”  “Major  addi¬ 
tions”  has  the  same  meaning  as  “sub¬ 
stantial  improvement”  as  defined  in  Part 
1909  of  this  subchapter. 

(d)  An  exception  to  the  prohibitioiLs 
against  mortgage  lending  contained  in 
Section  202(b)  of  the  Pl(x>d  Disaster  Pro¬ 
tection  Act  of  1973  as  amended  shall 
apply  to  any  loan  which  in  the  aggregate 
shall  not  exceed  $25,000  to  finance  the 
Improvement  or  addition  to  a  nonresi- 
dential  building  or  structure  located  on 
a  farm  and  used  solely  for  agricultural 
purposes. 

Issued  at  Washlngt<Hi,  D.C.  on  March 
17,  1977. 

J.  Robert  Hunter, 

Acting  Federal 
Insurance  Administrator. 

|FR  Doc.77-8868  FUed  3-24-77:8  45  am] 
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